University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

11-5-1987

Peruvian Bank Nationalization Tied Up In Court
System; Confusion Prevails
John Neagle

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
Neagle, John. "Peruvian Bank Nationalization Tied Up In Court System; Confusion Prevails." (1987).
https://digitalrepository.unm.edu/notisur/1074

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 075847
ISSN: 1060-4189

Peruvian Bank Nationalization Tied Up In Court System;
Confusion Prevails
by John Neagle
Category/Department: General
Published: Thursday, November 5, 1987
Three months ago, President Alan Garcia Perez ordered the nationalization of Peru's private
banks. In the words of New York Times correspondent Alan Riding, "what was intended to
be a momentous revolutionary act has turned instead into a long-running soap opera." The
nationalization law has been approved by the nation's congress and promulgated by the president,
but its constitutionality is now being challenged in dozens of cases before the courts. President
Garcia apparently seriously underestimated the opposition that the bank takeover would stir. Even
if he succeeds, he will have paid a high price for victory in terms of his image and credibility. Many
opposition politicians and foreign diplomats also believe the dispute has come at a particularly
bad time for Peru's troubled economy since it has shattered business confidence and further
discouraged new private investment. Until Garcia made his move against the banks, many business
executives had been happy to ignore his left-leaning rhetoric and even to endorse his refusal to keep
up payments on Peru's foreign debt because they approved of his policy of stimulating domestic
economic growth. "This is the worst political mistake that Garcia has made," said Francisco Pardo
Mensones, chairman of the Banco Mercantil and president of the national Banking Association. "I'm
sure he has realized that because he's not stupid, but he hasn't known how to retreat." Last week,
the president seemed to call a truce when he declared that the courts would rule on the validity of
the nationalization law, but state administrators were not withdrawn from the Banco de Credito
and the Banco Wiese, the country's two largest banks. A judge, who had ruled that the Banco de
Credito should be returned to its owners was then summarily dismissed by the Supreme Court
on uncertain grounds, although moves to intervene in eight other private banks were suspended.
The announcement of the bank nationalization on July 28 took most Peruvians by surprise, not only
because Garcia had denied such intentions during his election campaign two years earlier but also
because the government already controlled 75 to 80% of the banking sector. The government then
tried to take over the banks immediately but was forced to retreat by court order until appropriate
legislation had been adopted in the congress. At that point it became apparent that the government
would face serious resistance. For several weeks, even as Garcia himself traveled the country
trying to explain his decision "to democratize credit," tens of thousands of Peruvians turned out for
demonstrations to protest a measure widely viewed as a step toward socialism. The government's
handling of negotiations in the congress and of implementation of the new law then disclosed
inconsistencies and contradictions in its position, which angered leftist parties that initially had
acclaimed the move. For example, at one point last month, according to financial experts, Garcia
secretly approved a plan by the owners of the Banco de Credito to avoid the state take-over by
selling a majority of shares to some 5,600 bank employees. Two days later, when business executives
began gloating that the president had been outmaneuvered, the government declared the sale
to be illegal and used heavily armed troops and a small tank to install its own directors in both
the Banco de Credito and the Banco Wiese. At the Banco Mercantil, Prado decided to forestall a
predawn takeover by sleeping in his office for 25 successive nights. He ended his vigil when Garcia
appeared to pass the entire problem over to the judiciary last week, but now he says he distrusts
©2011 The University of New Mexico,
Latin American & Iberian Institute.
All rights reserved.

Page 1 of 2

LADB Article Id: 075847
ISSN: 1060-4189

the government's pledge. Much of the new uncertainty stems from doubt about the ability of judges
to stay independent. "The judges are in a difficult position," one businessman said. "If they rule
in favor of the bankers, they're accused of taking payoffs. If they rule for the government, they're
said to have succumbed to political pressure." On Nov. 4, Judge Eduardo Raffo, currently facing
an internal disciplinary review, dismissed appeals presented by the Credito, Wiese and Financiero
banks. Raffo had previously issued a verdict supporting bankers' claims against the government.
He said that the new ruling questions the form and not the content of the appeals. Only 24 hours
before Raffo's verdict, another judge under investigation, Jose Rodriguez, issued a verdict in favor
of the owners of the Wiese, Mercantil, Latino, Financiero, and Lima banks. Rodriguez also ordered
that government administrators withdraw from the Wiese and Credito banks. The two verdicts,
alongwith all others issued in the last week, have either been appealed or amended by Peru's
Supreme Court, thus causing tremendous confusion. (Basic data from NEW YORK TIMES, 11/02/87;
PRENSA LATINA, 11/04/87)
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